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Abstract: India, one of the most developing economies in the 
world owes its success to liberalization policies of 1990s and 
the amendments made thereafter. The post liberalization 
period has seen a tremendous growth in India's corporate 
sector with lakhs of companies emerging and running 
successfully. According to Ministry of Corporate Affairs, the 
total number of registered companies in India stood at 13, 
94,819 in March 2014. There are about 1 l, 235 companies 
listed in RSE while the number of companies listed on BSE is 
5,626. The rest are unlisted companies. These numbers prove 
that Indian companies have increasingly been able to access 
newer and larger markets around the world. The reason is 
that India has become one of the fastest emerging nations to 
have aligned itself with the international trends in Corporate 
Governance. 
This article focuses on the need for Independent Directors in 
the Indian context. The evolution of Institution of 
Independent Directors and its impact has been discussed as 
well. Authors have also made an attempt to enlist the 
strengthened role of Independent Directors under the 
Companies Act, 2013. 
 




I. INTRODUCTION  
India, one of the most developing economies in the 
world owes its success to liberalization policies of 1990s 
and the amendments made thereafter. The post 
liberalization period has seen a tremendous growth in 
India’s corporate sector with lakhs of companies emerging 
and running successfully. [1]  
According to Ministry of Corporate Affairs, the total 
number of registered companies in India stood at 13, 
94,819 in March 2014[2]. There are about 11,235companies 
listed in RSE while the number of companies listed on 
BSE is 5,626[3]. The rest are unlisted companies. 
These numbers prove that Indian companies have 
increasingly been able to access newer and larger markets 
around the world. The reason is that India has become one 
of the fastest emerging nations to have aligned itself with 
the international trends in Corporate Governance. [4] 
 
II. EVOLUTION OF CORPORATE GOVERNANCE 
IN INDIA 
Corporate Governance as per the experts at the 
Organization of Economic Co-Operation and Development 
(OECD) is “the system by which business corporations are 
directed and controlled”. According to them, “the 
corporate governance structure specifies the distribution of 
rights and responsibilities among different participants in 
the corporation, such as, the Board, managers, 
shareholders, and other stakeholders, and spells out the 
rules and procedures for making decisions on corporate 
affairs” .By doing this, it provides the structure through 
which the company objectives are set, and also provides 
the means of attaining those objectives and monitoring 
performance. [5] 
For a long time in India since Independence, there 
was hardly any corporate governance practiced as large 
number of industries thrived on unethical practices and 
showed less regard for the human and organizational 
values while dealing with their shareholders, employees 
and other shareholders. The reasons being, closed 
economy, sheltered market, limited access to global 
business, lack of competitive spirit and an inefficient 
regulatory framework.[6]Apart from those reasons, the 
issues in corporate governance in the Indian context also 
arise due to (a) “ownership structure in companies”, (b) 
“failure of boards”, (c) “accounting practices and 
transparency”. [7] 
With a string of scams and corporate frauds emerging 
in the post liberalization period, there was total loss of 
investor confidence in the companies. In order to overcome 
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this, the corporate governance movement began in 1997 
with a voluntary code framed by the Confederation of 
Indian Industry (CII). The next 3 years saw the voluntary 
adoption of this code by 30 large listed companies that 
accounted for 25 per cent of India’s market capitalization. 
[8] This was followed by a series of committee 
recommendations which were set up by the Securities and 
Exchange Board of India (SEBI) and Government of India. 
 
III. EMERGENCE OF THE  INSTITUTION OF INDEPENDENT 
DIRECTORS 
In order to study corporate governance practices in 
India and suggest measures for improvement based on 
what has globally recognized as “best practices”, three 
committees were constituted. These three committees- the 
Securities and Exchange Board of India (SEBI) -appointed 
Kumar Mangalam Birla Committee (1999), the 
government-appointed Naresh Chandra Committee (2002) 
and the Securities and Exchange Board of India’s 
Narayana Murthy committee (2003) recommended a set of 
practices to be embedded in Indian corporate structure. [9] 
The origin of Independent Directors under current 
law regime can be attributed to the recommendations of 
these three committees. Further to these proposals, the term 
Independent Director was introduced for the first time 
when Securities and Exchange Board of India (SEBI) 
incorporated clause 49 of the Listing Agreement. [10] 
The institution was set up in order to curb the 
fraudulent practices that were leading to loss of investor 
capital and confidence. [11] Also, Independent Directors 
could provide disinterested advice and an external point of 
view to a firm in a competitive market. Further they can 
bring specialist knowledge and expertise and open doors to 
influence networks. [12] These liabilities of Independent 
Director could help firm to have a competitive edge and 
conduct business with sound corporate governance. 
In 2009, the ministry of corporate affairs, India 
proposed “Corporate Governance Voluntary Guidelines 
2009”. The endeavor of these guidelines was to administer 
the activities of Corporate Sector and the Companies Act. 
These guidelines suggest means to improve corporate 
governance standards and practices as well as focus on the 
independence of Independent Directors. The key 
provisions of guidelines include establishment of 
nomination committee comprising majority of Independent 
Director and an independent chairman, posting of the 
certificate of independence on company’s website, 
issuance of formal letter of appointment specifying the 
roles and responsibilities of Independent Directors and 
Non- Executive Directors, autonomy to Independent 
Directors to interact with company’s management as when 
they deem it important, access to requisite information and 
additional resources by Independent Directors and, 
provision of reasonable and sufficient remuneration to 
attract, retain and motivate directors. [13] 
 
IV.  INDEPENDENT DIRECTORS UNDER INDIAN 
LAW 
Companies Act, 2013[14], Companies (Appointment 
and Qualification of Directors) Rules, 2014[15], SEBI 
Listing Agreement [16] set out provisions regarding 
Independent Directors, their qualifications, tenure, office 
and liabilities. 
The Companies Act, 2013 has considerably 
enhanced the role and responsibilities of Independent 
Directors. This Part will enlist the provisions on 
Independent Directors as provided under the new company 
law [17] 
A. Mandatory requirement of appointing Independent 
Directors 
S.149 (4) [18] provides that every listed public 
company shall have at least one-third of the total number 
of directors as independent directors and the Public 
Companies having paid up share capital of ten crore rupees 
or more or the Public Companies having turnover of one 
hundred crore rupees or more or the Public Companies 
which have in aggregate, outstanding loans, debentures and 
deposits, exceeding fifty crore rupees shall have at least 
two directors as Independent Directors. [19] 
B. Definition of Independent Directors [20] 
As per Companies Act, 2013[21] Independent Director 
is a director other than managing director, whole time 
director or nominee director. In the opinion of the Board, 
he is a person of integrity and possesses relevant expertise 
and experience [22]. A person who is a promoter of the 
company, is related to promoter or director of the company 
or its holding company or subsidiary company or associate 
company, has pecuniary relationship with the company or 
its holding company or subsidiary company or associate 
company or their promoters or directors during the current 
financial year and two preceding financial year cannot be 
an Independent Director [23]. An Independent Director shall 
not be entitled to any stock option. [24] However he may 
receive remuneration by way of fee, reimbursement of 
expenses for participation in the board and profit related 
commission as may be approved by the members.[25] An 
Independent Director holds office for a term of five years 
and also eligible for a second term by passing a special 
resolution[26] 
C. Qualifications of Independent Directors  
An Independent Director shall possess appropriate 
skills, experience and knowledge in one or more fields of 
finance, law, management, sales, marketing, 
administration, research, corporate governance, technical 
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operations or other disciplines related to the company’s 
business. [27] 
D. Manner of selection and appointment of 
Independent Directors 
Section 150 (1)[28] provides the manner of selection 
of Independent Directors and states that an independent 
director may be selected from a data bank containing 
names, addresses and qualifications of persons who are 
eligible and willing to act as independent directors, 
maintained by anybody, institute or association, as may be 
notified by the Central Government But the responsibility 
of exercising due diligence before selecting a person from 
the data bank referred to above, as an independent director 
shall lie with the company making such appointment and 
the appointment shall be approved by the Company in the 
general meeting.[29]There is a provision for reappointment 
of Independent Directors which shall be on the basis of 
report of performance evaluation. [30] 
E. Code of Conduct for Independent Directors  
Companies Act, 2013 has included a Code of conduct 
for Independent Directors. The code urges the independent 
directors to uphold ethical standards of integrity and 
probity; act objectively and constructively while exercising 
his duties; exercise his responsibilities in the interest of the 
company; devote sufficient time and attention to his 
professional obligations for informed and balanced 
decision making; refrain from any action that would lead to 
loss of his independence and assist the company in 
implementing the best corporate governance prac-
tices.[31]Adherence to these standards by independent 
directors and fulfillment of their responsibilities in a 
professional and faithful manner will promote confidence 
of the investment community, particularly minority 
shareholders, regulators and companies in the institution of 
independent directors. 
In short, the present legal framework in India 
empowers the Independent Directors such that they can 
assist in safeguarding the legitimate interest of the 
company and its stakeholders. 
 
V. CONCLUSION 
With the current provisions for Independent Directors 
in Companies Act 2013, it can be inferred that the new 
independent directors on board would be more capable, 
vigilant and hopefully possess more integrity to practice 
corporate governance. [32] 
Cases like the Satyam scam, where independent 
directors were fined for conflict of interest in providing 
professional services to the company and for failing to get 
the government’s nod for providing professional services 
are still not forgotten. [33] The Independent Directors on 
board of Satyam included cabinet secretary TR Prasad and 
Vinod Dham- regarded as father of Intel’s Pentium chip- 
was oblivious to the fraud being perpetrated for years by its 
chairman B Ramlingam Raju thus damaging their own 
reputations and driving the company to the brink of 
collapse. [34] 
Even though the Board of Satyam had industry 
stalwarts with unblemished career and integrity, the results 
were disastrous affecting many investors and employees 
alike. [35] This raises the question that even though the 
Independent Directors on Satyam’s Board satisfied almost 
all the provisions in Companies Act 2013 at that time, how 
did the scam happen? And whether the current lot of 
Independent Directors would be better off for the 
company?  
The answer lies in the fact, that with current 
provisions in the Companies Act 2013, the role of 
Independent Director has been redefined from being an 
external advisor to a corporate watchdog. [36] 
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